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Brief Description: Enabling opportunities for risk pooling by small businesses for property and
liability risks.

Sponsors: Representatives Cortes, Walen, Parshley, Callan, Zahn, Peterson, Shavers,
Salahuddin, Street, Reed, Nance, Ormsby and Hill.

Brief Summary of Bill

» Authorizes and establishes requirements for small business entities to
join or create self-insured risk pools with other small business entities.

Hearing Date: 2/12/25
Staff: Peter Clodfelter (786-7127).
Background:

In the Insurance Code, there is authorization for two or more nonprofit corporations to
participate in ajoint self-insurance program covering property or liability risks, subject to
approval by the State Risk Manager (Risk Manager) within the Office of Risk Management in
the Department of Enterprise Services. A similar program is available for local governments for
property and liability risks, and also for health and welfare benefits.

These programs allow for joint self-insurance against risks, joint purchasing of insurance or
reinsurance, and contracting for risk management, claims, and administrative services. Joint
self-insurance risk pools are authorized to create and del egate powers to a separate legal or
administrative entity, and to obligate the pool's participants to pledge revenues or contribute
money to secure the obligations or pay the expenses of the pool, including the establishment of a
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reserve or fund for coverage.
Summary of Bill:

Joint Self-Insurance Program for Small Business Entities.

A small business entity may join or form ajoint self-insurance program together with one or
more other small business entities, and may jointly purchase insurance or reinsurance with one or
more other small business entities for property and liability risks only as permitted under the

bill.

A "small business entity” is defined as a business having no more than 20 employees, employed
on average over the latest 24 calendar months, counting all employees regardless of the hours
worked or the temporary status of an employee. However, if an entity has not been in business
for 24 months, the average number of employeesis used for each of the pay periods during
which it has been in business.

The agreement to form a program may include the organization of a separate legal or
administrative entity with powers delegated to the entity, which may include or form another
entity. If provided for in the organizational documents, a program may:

* contract or provide for risk management and loss control services;

* contract or otherwise provide legal counsel for the defense of claims and other legal
services;

* consult with the Insurance Commissioner and the Risk Manager;

* jointly purchase insurance and reinsurance coverage,

* obligate the program's participants to pledge funds or revenues to secure the obligations or
pay the expenses of the program, including the establishment of areserve fund for
coverage and an additional assessment if the reserve fund or the program's revenue or
assets are insufficient to cover the program's liabilities; and

* possess any other powers and perform all other functions reasonably necessary to carry out
the purposes of the program.

Every program must appoint the Risk Manager as its attorney to receive service of, and upon
whom must be served, all legal process issued against the program in Washington from causes of
action arising in Washington. The Risk Manager must keep arecord of the day and hour of
service of al legal process.

A copy of the process, by registered mail with return receipt requested, must be sent by the Risk
Manager to the person designated to receive legal process by the program in its most recent
designation filed with the Risk Manager. Proceedings may not commence against the program,
and the program is not required to appear, plead, or answer, until the expiration of 40 days after
the date of service upon the Risk Manager.

Once approved, a program may not be transferred to, nor may control over such a program be
given to or taken by, a broker or other person without the express agreement of all small business
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entities participating in the approved program and the approval of the Risk Manager.

Risk Manager—Rules.

The Risk Manager must adopt rules governing the management and operation of programs for
small business entities that cover property or liability risks. All rules must be appropriate for the
type of program and class of risk covered. The rules must include specified standards.

Plan of Management and Operation—Risk Manager Approval.
Before the establishment of a program, the small business entities must obtain the approval of the
Risk Manager, and submit a plan of management and operation with specific information,
including:
* therisksto be covered,
* the amount and method of funding for the covered risks;
* the proposed claim reserving practices,
* the proposed purchase and maintenance of insurance or reinsurance in excess of the
amounts retained by the program;
» aprofessional analysis of the feasibility of the creation and maintenance of the program;
and
* other information.

A small business entity may participate in a program covering property or liability risks with
similar small business entities from other states if the program satisfies certain requirementsin
the bill.

Within 120 days of receipt of a plan of management and operation, the Risk Manager must either
approve or disapprove of the formation of the program after reviewing the plan to determine
whether the proposed program complies with the law and rules.

If the Risk Manager determines that a joint self-insurance program covering property or liability
risksisin violation of the law or is operating in an unsafe financial condition, the Risk Manager
may issue and serve upon the program an order to cease and desist from the violation or
practice. In certain circumstances the Risk Manager may notify the Attorney General, and levy
fines that are sent to the State Treasurer for deposit into the General Fund.

Each approved program must annually file areport with the Risk Manager providing information
including details of corporate changes, copies of insurance coverage documents, a description of
the program structure, an actuarial analysis, and other information.

|nvestigation Fee.

The Risk Manager must establish and charge an investigation fee in an amount necessary to
cover the costs for the initial review and approval of a program. The costs of subsequent reviews
and investigations must be charged to the program being reviewed or investigated in accordance
with the actual time and expensesincurred in the review or investigation. Any program failing
to remit its assessment when due is subject to a denial of permission to operate or to a cease and
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desist order until the assessment is paid.

Exemptions.
A program approved by the Risk Manager is exempt from insurance premium taxes, other fees

assessed under the Insurance Code, business and occupation taxes, and any assigned risk plan or
joint underwriting association otherwise required by law. This does not apply to, or provide
exemptions for, insurance companies issuing policies to cover program risks and third-party
administrators or insurance producers serving the program.

Liability/lmmunity.

Any person who files, reports, or furnishes other information required under the Insurance Code,
required by the Risk Manager, or which is useful to the Risk Manager in the administration of
the law, isimmune from liability in any civil action or suit arising from the filing of any such
report or furnishing such information to the Risk Manager, unless actual malice, fraud, or bad
faith is shown.

The Risk Manager and the Risk Manager's agents and employees are immune from liability in
any civil action or suit arising from the publication of any report or bulletin or from
dissemination of information related to the official activities of the Risk Manager, unless actual
malice, fraud, or bad faith is shown.

Exclusions.

This bill does not apply to asmall business entity that: (1) individually self-insures for property
and liability risks; (2) participatesin arisk pooling arrangement, including arisk retention group
or arisk purchasing group, regulated under Washington law, or is a captive insurer authorized in
its state of domicile; or (3) isahospital or an entity owned, operated, controlled by, or affiliated
with such a hospital that participates in a self-insurance risk pool or other risk pooling
arrangement.

Appropriation: None.
Fiscal Note: Requested on February 5, 2025.

Effective Date: The hill takes effect 90 days after adjournment of the session in which the bill is
passed.
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